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GOODRICH BARONGOODYEAR LLP
Certified Public Accountants

INDEPENDENT AUDITORS REPORT

The Board of Directors

SRM Securities Inc

Los Angeles California

We have audited the accompanying statement of financial condition of SRM Securities Inc as of December 31

2011 and the related statements of income changes in stockholders equity and cash flows for the year then

ended that are filed pursuant to Rule 7a-5 under the Securities Exchange Act of 1934 These financial statements

are the responsibility of the Companys management Our responsibility is to express an opinion on these financial

statements based on our audit

We conducted our audit in accordance with auditing standards generally accepted in the United States of America

Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the

financial statements are free of material misstatement An audit includes examining on test basis evidence

supporting the amounts and disclosures in the financial statements An audit also includes assessing the

accounting principles used and significant estimates made by management as well as evaluating the overall

financial statement presentation We believe that our audit provides reasonable basis for our opinion

In our opinion the financial statements referred to above present fairly in all material respects the financial position

of SRM Securities Inc as of December 31 2011 and the results of its operations and its cash flows for the year

then ended in conformity with accounting principles generally accepted in the United States of America

Our audit was conducted for the purpose of forming an opinion on the basic financial statements taken as whole

The information contained on pages 11-14 is presented for purposes of additional analysis and is not required part

of the basic financial statements but is supplementary information required by Rule 17a-5 under the Securities

Exchange Act of 1934 Such information has been subjected to the auditing procedures applied in the audit of the

basic financial statements and in our opinion is fairly stated in all material respects in relation to the basic financial

statements taken as whole

Long Beach California

February 13 2012



SRM SECURITIES INC
STATEMENT OF FINANCIAL CONDITION

DECEMBER 31 2011

ASSETS

Cash operating account 19424

Total cash 19424

Due from broker 1204934
Commissions receivable 32043

Other receivable 10000

Trading securities long 105877

Property and equipment at cost less $300875

of accumulated depreciation 3277

Other assets 27.241

Total assets 1.402.796

LIABILITIES AND STOCKHOLDERS EQUITY

Liabilities

Due to broker 3238
Accounts payable and accrued expenses 1060353

Income taxes payable 1001

Note payable 92.868

Total liabilities 1157460

Commitments

Stockholders equity

Common stock no par value

20000 shares authorized

3000 shares issued and outstanding 20000

Retained earnings 225336

Total stockholders equity 245.336

Total liabilities and stockholders equity 1.402796

The accompanying notes are an integral part of these financial statements



SRM SECURITIES INC

STATEMENT OF INCOME

YEAR ENDED DECEMBER 31 2011

Revenues

Commissions 1020157

Trading gains and losses 83577

Interest and dividends 6997
Other income 143418

Total revenues 1254149

Expenses
Officers salaries 179240

Commissions 195483

Employee compensation 320291

Occupancy costs 88848
Insurance 62694
News and quotations service 56031
Office supplies 86612

Other operating expenses 84969

Payroll taxes 39775

Telephone 11128

Professional fees 35047

Parking 15924

Taxes and licenses 16460

Other commissions and fees expenses 10827

Automobile expense 23537
Travel 2709

Depreciation 3.548

Total expenses 1.233.123

Income before income taxes 21026

Income taxes 5.000

Net income 16.026

The accompanying notes are an integral part of these financial statements



SRM SECURITIES INC
STATEMENT OF CHANGES IN STOCKHOLDERS EQUITY

YEAR ENDED DECEMBER 31 2011

Balance beginning of year

Net income

Buy/sell of shareholder stock

Dividends paid

Balance at end of year

Common Stock

30000

10000

20.000

Retained Earnings

330752

16026

101442

20.000

225.336

Total

360752

16026

111442

20000

245.336

The accompanying notes are an integral part of these financial statements



SRM SECURITIES INC
STATEMENT OF CASH FLOWS

YEAR ENDED DECEMBER 31 2011

Cash flows from operating activities

Net income 16026

Adjustments to reconcile net income to net cash provided

by operating activities

Depreciation 3548

Increase decrease in

Due from broker 93849
Commissions receivable 72740

Other receivable 14303

Trading securities long 16982

Other assets 7640
Increase decrease in

Due to broker 3020

Accounts payable and accrued expenses 59332

Trading securities short 9730
Income taxes payable 16.734

Total adjustments 41.972

Net cash flows provided by operating activities 57998

Cash flows from investing activities

Cash flows from financing activities

Installment payment of note 18574
Dividends paid 20.000

Net cash flows used for financing activities 38.574

Net increase in cash 19424

Cash beginning of year

Cash end of year 19.424

SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION

Cash paid during the year for

Interest 143

Income taxes 21328

SCHEDULE OF NON-CASH FINANCING ACTIVITIES

Note payable incurred from buy/sell of shareholder stock 111.442

The accompanying notes are an integral part of these financial statements



SRM SECURITIES INC
NOTES TO FINANCIAL STATEMENTS

DECEMBER 31 2011

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Nature of Operations

SRM Securities Inc the Company is engaged in single line of business as securities broker/dealer which

comprises several classes of services including principal transactions agency transactions and investment

advisory The Company produces revenue by clearing those transactions on behalf of their customers through

clearing broker/dealer and charging commissions for those services The Company was incorporated in

California on April 29 1983 as corporation The Companys customers are primarily individuals located

throughout Southern California

The Company operates under the provisions of paragraph k2ii of Rule 15c3-3 of the Securities and

Exchange Commission and accordingly is exempt from the remaining provisions of that Rule Essentially the

requirements of paragraph k2ii provide that the Company clear all transactions on behalf of customers on

fully disclosed basis with clearing broker/dealer and promptly transmit all customer funds and securities to

the clearing broker/dealer The clearing broker/dealer carries all of the accounts of the customers of the

Company and maintains and preserves all related books and records as are customarily kept by clearing

broker/dealer

Securities Transactions

Securities transactions commission revenue and related expenses are recorded on trade date basis

Amounts receivable and payable for securities transactions that have not reached their contractual settlement

date are recorded net on the statement of financial condition as due from broker

Firm trading securities held for resale including securities owned and securities sold and not yet purchased

are valued at market and unrealized gains and losses are reflected in revenues from principal transactions

Unrealized loss of $49877 was included in operations for the year ended December 31 2011

Cash Eciuivalents

For purposes of the statement of cash flows the Company considers all highly liquid debt instruments

purchased with maturity of three months or less to be cash equivalents

Fair Value

As required by the Fair Value Measurements and Disclosures Topic of Financial Accounting Standards Board

Accounting Standards Codification FASB ASC the Company is required to use three-tiered fair value

hierarchy in determining the fair value of its marketable securities FASB ASC defines fair value thereby

eliminating inconsistencies in guidance found in various prior accounting pronouncements and increases

disclosures surrounding fair value calculations It also establishes three-tiered fair value hierarchy that

prioritizes inputs to valuation techniques used in fair value calculations The three levels of inputs are defined

as follows

Level Valuations based on unadjusted quoted prices for identical assets or liabilities in active markets

accessible by the Company at the measurement date

Level Valuations based on inputs that are observable in the marketplace other than those inputs classified

as Level

Level Valuations based on inputs that are unobservable in the marketplace and significant to the valuation



SRM SECURITIES INC
NOTES TO FINANCIAL STATEMENTS CONTINUED

DECEMBER 31 2011

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES continued

Fair Value continued

FASB ASC also requires the Company to maximize the use of observable inputs and minimize the use of

unobservable inputs If financial instruments uses inputs that fall in different levels of hierarchy the

instrument will be categorized based upon the lowest level of input that is significant to their fair value

calculation

Property and Equipment

Property and equipment are stated at cost Depreciation of property and equipment is provided over their

estimated useful lives ranging from five to seven years using either the straight-line method or declining

balance Leasehold improvements are amortized using the straight-line method over the term of the lease or

estimated useful life whichever is shorter Expenditures for maintenance and repairs are charged to

operations as incurred Major renewals and betterments are capitalized

Income Taxes

Income taxes are provided for the tax effects of transactions reported in the financial statements and consist of

taxes currently due

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting principles requires

management to make estimates and assumptions that affect certain reported amounts and disclosures

Accordingly actual results could differ from those estimates

Concentrations of Credit Risk

On November 2010 the Federal Deposit Insurance Corporation FDIC issued Final Rule that provides for

unlimited insurance coverage of noninterest-bearing transaction accounts Beginning December 31 2010

through December 31 2012 all noninterest-bearing transaction accounts are fully insured regardless of the

balance of the account at all FDIC-insured institutions The Company maintains its cash account at an FDIC

insured financial institution

The Company also has securities in accounts carried by National Financial Services LLC which are protected

in accordance with the Securities Investor Protection Corporation SIPC up to $500000

Off-Balance Sheet Risk

The clearing broker/dealer carries all of the accounts of the customers of the Company and is responsible for

execution receipt and delivery of securities relative to customer transactions All customers securities

transactions are fully disclosed by the Company to its clearing broker/dealer Off-balance sheet risk exists due

to the possibility that the customers may fail to meet their contractual commitments wherein the clearing

broker/dealer may charge any losses it incurs to the Company The Company seeks to minimize this risk

through procedures designed to monitor the creditworthiness of its customers and proper execution of

customers transactions by the clearing broker/dealer



SRM SECURITIES INC
NOTES TO FINANCIAL STATEMENTS CONTINUED

DECEMBER 31 2011

SECURITIES OWNED AND SECURITIES SOLD NOT YET PURCHASED

The securities owned and securities sold not yet purchased at December 31 2011 consist principally of

readily marketable equity securities with fair value of $105877 and cost totaling $155754

Market value is established using Level valuations in the hierarchy established by FASB ASC as the

securities are on national exchanges and the fair value is determined based on published market prices

PROPERTY AND EQUIPMENT

Property and equipment is comprised of

Office equipment 272015

Leasehold improvements 32.137

304152

Less accumulated depreciation 300875

Net property and equipment 3.277

Depreciation expense for the year ended December 31 2011 was $3548

NOTE PAYABLE

On June 30 2011 the shareholders of the Company agreed to buy/sell agreement of all of the shares of

common stock held by Graham Rowe Company shareholder Included as part of the consideration of the

buy/sell agreement the Company is to pay Graham Rowe $111442 payable in five equal installments of

$18574 and one final installment payment of $18572 payable every four months commencing on November

30 2011 such payments are personally guaranteed by the remaining shareholders of the Company The

balance of the amount owed to Graham Rowe as of December 31 2011 totaled $92868

INCOME TAXES

Income taxes consist of the following

Federal State II

Current 3000 2000 5000

Deferred

3.000 2.000 5000

As required by the Income Taxes Topic of FASB ASC the Company is required to account for deferred taxes

using an asset and liability approach in recognizing timing differences This approach requires the recognition

of deferred tax assets and liabilities for the expected future tax consequences of temporary differences

between the carrying amounts and the tax bases of other assets and liabilities The tax effect of timing

differences was not material at December 31 2011



SRM SECURITIES INC
NOTES TO FINANCIAL STATEMENTS CONTINUED

DECEMBER 31 2011

RELATED PARTY TRANSACTIONS

The Company shared office space with and provided certain administrative functions to an affiliated company
related by common ownership Administrative expenses charged to this affiliated company were $121103

which is included in Other income in the accompanying Statement of Income

BUY/SELL AGREEMENT

Under terms of the Shareholders Agreement each shareholder is entitled to the first right of refusal to

purchase shares of the Company upon the occurrence of disability termination death and certain events

related to other shareholders at an amount based on mutually-agreed value or arbitration process See Note

DEPOSIT HELD IN AN ESCROW ACCOUNT

deposit of $40000 at December 31 2011 is held in an escrow account by the Companys clearing agent

National Financial Services LLC NFS The Company has no access to the $40000 at any time during its

contracted period with NFS The amount that eventually will transfer to the Company will be determined upon

the termination of the contract with NFS As such the $40000 is not reflected in the Companys financial

statements

OPERATING LEASES

The Company leases its office space under non-cancelable operating lease which expires in May 2013

The remaining minimum future rental payments under the lease agreement as of December 31 2011 are as

follows

Year Ended December 31 Amount

2012 82164
2013 34677

Total minimum future rental payments 116.841

Rent expense for the year was $88848

10 EXEMPTION

The Company is exempt from Rule 5c3-3 of the Securities and Exchange Commission Therefore the

Company is not required to make the periodic computations of reserve requirements for the exclusive benefit

of customers



SRM SECURITIES INC
NOTES TO FINANCIAL STATEMENTS CONTINUED

DECEMBER 31 2011

11 SUBSEQUENT EVENTS

Management has evaluated subsequent events and transactions occurring after year-end through the date that

the financial statements were available for issuance which was February 13 2012 No transactions or events

were found that were material enough to require recognition in the financial statements

12 NET CAPITAL

The Company is subject to $100000 minimum net capital requirement under SEC Rule 15c3-1 which

requires that the ratio of aggregate indebtedness to net capital shall not exceed 15 to Net capital and the

related net capital ratio fluctuate on daily basis however as of December 31 2011 the net capital ratio was
6.21 to and net capital was $186 which exceeded the required minimum capital by $86474

10



SRM SECURITIES INC
COMPUTATION OF NET CAPITAL PURSUANT TO RULE 15c3-1

DECEMBER 31 2011

Total ownership equity 245336

Less non-allowable assets

Other receivable 10000
Property and equipment net 3277
Other assets 27.241

40.518

Net capital before haircut 204818

Haircut

Trading securities 15% of $105877 15882
Undue concentration 2.462

18.344

Net capital 186.474

COMPUTATION OF BASIC NET CAPITAL REQUIREMENT

Minimum net capital required

6-2/3% of aggregate indebtedness 77.164

Minimum dollar net capital required 100.000

Net capital requirement greater of above

two figures 100.000

Excess net capital 86474

COMPUTATION OF RATIO OF AGGREGATE INDEBTEDNESS

Total aggregate indebtedness 1.157.460

Ratio of aggregate indebtedness to

net capital 6.21 to

Percentage of debt to debt-equity total

computed in accordance with Rule 5c3-1

11



SRM SECURITIES INC
RECONCILIATION OF NET CAPITAL

DECEMBER 31 2011

Net capital per original unaudited

Focus Report Part hA 384105

Adjustments

Income taxes receivable 4064

Wages payable 179240
Payroll taxes payable 14993
Income taxes payable 5000
Undue concentration 2462

197631

Net capital as reported in audited

financial statements 186474

The computation of net capital as reported in the unaudited Part hA filing differs from the audited net capital for the

reasons noted above While such differences are material the Company is in compliance with the minimum net

capital requirement

12



SRM SECURITIES INC
COMPUTATION FOR DETERMINATION OF RESERVE REQUIREMENTS

PURSUANT TO RULE 15c3-3

DECEMBER 31 2011

Not Applicable The Company is exempt pursuant to the k2ii exemptive provision of SEC Rule 15c3-3 and

does not hold customer funds or securities

13



SRM SECURITIES INC
INFORMATION RELATING TO THE POSSESSION

OR CONTROL REQUIREMENTS PURSUANT TO RULE 15c3-3

DECEMBER 31 2011

Not Applicable The Company is exempt pursuant to the k2ii exemptive provision of SEC Rule 5c3-3 and
does not hold customer funds or securities

14



GOODRICH BARONGOODYEAR LLP
Certified Public Accountants

REPORT ON INTERNAL CONTROL REQUIRED BY SEC RULE 17a-5g1
FOR BROKER-DEALER CLAIMING AN EXEMPTION FROM SEC RULE 15c3-3

The Board of Directors

SRM Securities Inc

Los Angeles California

In planning and performing our audit of the financial statements of SRM Securities Inc the Company as of and

for the year ended December 31 2011 in accordance with auditing standards generally accepted in the United

States of America we considered the Companys internal control over financial reporting internal control as basis

for designing our auditing procedures for the purpose of expressing our opinion on the financial statements but not

for the purpose of expressing an opinion on the effectiveness of the Companys internal control Accordingly we do

not express an opinion on the effectiveness of the Companys internal control

Also as required by Rule 17a5g1 of the Securities and Exchange Commission SEC we have made study of

the practices and procedures followed by the Company including consideration of control activities for safeguarding

securities This study included tests of such practices and procedures that we considered relevant to the objectives

stated in Rule 17a-5g in making the periodic computations of aggregate indebtedness or aggregate debits and

net capital under Rule 7a-3a1 and for determining compliance with the exemptive provisions of Rule 5c3-3

Because the Company does not carry securities accounts for customers or perform custodial functions relating to

customer securities we did not review the practices and procedures followed by the Company in any of the

following

Making quarterly securities examinations counts verifications and comparisons and recordation

of differences required by Rule 17a-13

Complying with the requirements for prompt payment for securities under Section of Federal

Reserve Regulation of the Board of Governors of the Federal Reserve System

The management of the Company is responsible for establishing and maintaining internal control and the practices

and procedures referred to in the preceding paragraph In fulfilling this responsibility estimates and judgments by

management are required to assess the expected benefits and related costs of controls and of the practices and

procedures referred to in the preceding paragraph and to assess whether those practices and procedures can be

expected to achieve the SECs previously mentioned objectives Two of the objectives of internal control and the

practices and procedures are to provide management with reasonable but not absolute assurance that assets for

which the Company has responsibility are safeguarded against loss from unauthorized use or disposition and that

transactions are executed in accordance with managements authorization and recorded properly to permit the

preparation of financial statements in conformity with generally accepted accounting principles Rule 17a-5g lists

additional objectives of the practices and procedures listed in the preceding paragraph

Because of inherent limitations in internal control and the practices and procedures referred to above error or fraud

may occur and not be detected Also projection of any evaluation of them to future periods is subject to the risk that

they may become inadequate because of changes in conditions or that the effectiveness of their design and

operation may deteriorate

deficiency in internal control exists when the design or operation of control does not allow management or

employees in the normal course of performing their assigned functions to prevent or detect and correct

misstatements on timely basis significant deficiency is deficiency or combination of deficiencies in internal

control that is less severe than material weakness yet important enough to merit attention by those charged with

governance

15



material weakness is deficiency or combination of deficiencies in internal control such that there is

reasonable possibility that material misstatement of the Companys financial statements will not be prevented or

detected and corrected on timely basis

Our consideration of internal control was for the limited purpose described in the first and second paragraphs and

would not necessarily identify all deficiencies in internal control that might be material weaknesses We did not

identify any deficiencies in internal control and control activities for safeguarding securities that we consider to be

material weaknesses as defined previously

We understand that practices and procedures that accomplish the objectives referred to in the second paragraph of

this report are considered by the SEC to be adequate for its purposes in accordance with the Securities Exchange
Act of 1934 and related regulations and that practices and procedures that do not accomplish such objectives in all

material respects indicate material inadequacy for such purposes Based on this understanding and on our study

we believe that the Companys practices and procedures as described in the second paragraph of this report were

adequate at December 31 2011 to meet the SECs objectives

This report is intended solely for the information and use of the Board of Directors management the SEC and

other regulatory agencies that rely on Rule 7a-5g under the Securities Exchange Act of 1934 in their regulation of

registered brokers and dealers and is not intended to be and should not be used by anyone other than these

specified parties

Long Beach California

February 13 2012
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GOODRICHBARONGOODYEARLLP
Certified Public Accountants

The Board of Directors

SRM Securities Inc

Los Angeles CA 90067

Dear Board Members

In accordance with Rule 7a-5e4 of the Securities and Exchange Act of 1934 we have performed the

procedures enumerated below with respect to the accompanying Schedule of Assessment and

Payments Assessment Reconciliation Form SIPC-7 to the Securities Investor Protection

Corporation SIPC for the year ended December 31 2011 which were agreed to by SRM Securities

Inc and the Securities and Exchange Commission Financial Industry Regulatory Authority Inc and

SIPC solely to assist you and the other specified parties in evaluating SRM Securities Inc.s compliance
with the applicable instructions of the General Assessment Reconciliation Form SIPC-7 SRM
Securities Inc.s management is responsible for the SRM Securities Inc.s compliance with those

requirements This agreed-upon procedures engagement was conducted in accordance with attestation

standards established by the American Institute of Certified Public Accountants The sufficiency of

these procedures is solely the responsibility of those parties specified in this report Consequently we
make no representation regarding the sufficiency of the procedures described below either for the

purpose for which this report has been requested or for any other purpose The procedures we

performed and our findings are as follows

Compared the listed assessment payments in Form SIPC-7 with respective cash

disbursement records entries noting no differences

Compared amounts reported on the audited Form X-17A-5 for the year ended

December 31 2011 as applicable with the amounts reported in Form SIPC-7 for the

year ended December 31 2011 noting no differences

Compared any adjustments reported in Form SIPC-7 with supporting schedules and

working papers noting no differences

Proved the arithmetical accuracy of the calculations reflected in Form SIPC-7 and in the

related schedules and working papers supporting the adjustments noting no

differences

We were not engaged to and did not conduct an examination the objective of which would be the

expression of an opinion on compliance Accordingly we do not express such an opinion Had we
performed additional procedures other matters might have come to our attention that would have been

reported to you

This report is intended solely for the information and use of the specified parties listed above and is not

intended to be and should not be used by anyone other than these specified parties

Long Beach California

February 23 2012



FROM SRM SECURITIES INC FX NO 310 551 1656 Feb 23 2012 1143AM P2

SECURITIES INVESTOR PROTECTiON CORPORATION
P.O Box 92185 Washington D.C 20090-2185
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person by whom it is eecutod roprosont theraby

thai all informaliori cantiiried lierein is true correci

nnd completo
imo Or rinn nhp Iw.r nraaIzatton

AUthOrIZId atur

Dated the day of___________ 20 /c- .cc //
iIIO

This form and the assessment payment Is due 60 days after the end of the fiscal year Retain the Working Copy of this form

for period of not less than years the latest years In an easily accessible place

Dates _________
Postmarked

LU

Calculations _______

Exceptions

Dinpositiori of exceptions

Received Rovieweci

Documentation lorward Copy

sIPc-7

33-REV 7/10

SIPC-7

33-REV 7110

A11

_c2L



ftem No
2a Total rovonuc FOCUS Line 12/Part hA Line Code 4030

2b Additions

Toil revenues from the securities business of subsidiaries except foroign subsidiaries and

predecessors not incIiidd ibOVe

Net loss from
pririuipal

traitstintion5 in securities in trailing accounts

Not lose tram principal transactions in commodities in trading accOuflts

lnternst iind dividend expense deducted in dnterntiining Item 2a

Nt loss from management of or participation in the umfnrwriting or distribution Of Securities

lxpenses other thon advertising printing registration lees and tegul fees deducted in determining no

profit from of or participation in undorwriling or distribution of socunitins

Not loss from securities in investment accounts

Total additions

Deductions

Revenues from the distribution of ahares of registered open end investmant company Or

investment trust from the sale of variable annuities from th business of insurance from investment

advisory services rendered to registered Investment companies or insurance company separate

accounts and from transactions In security futures products

Revenues from commodity transactions

Commissions floor brokerage and clearance paid to other SIPC members in connoction with

securities transactions

ReImbursements for postago in connection with proxy solicitation

Net gain from securities in investment accounts

100% of commissions and markups earriod frQIrI tranSaclionS In certificates of deposit and

ii Treasury bills bankers acceptances or commercial paper that mature nine months or loss

from iCsuancQ dale

flirect expenses of printing advertising and legal lees incurred in connection with other revenue

related to the securities business revenue defined by Sdction 169L of the Act

Othor revenue not related either directly or indirectly to the securities business

See Instruction

Deductions in excess of $100000 require documentation

Total interest arid dividend expense FOCUS Line 22/PART ItA Line 13

Code 4075 plus line 2b4 above hut not ifl oxcosa

of total interest and dividend income _______

ii 40% of margin interost earned on customers securities

acaun.ts40% of FOCVS line Code 3960

Errter the greair of line ii

Total deductions

2d SIPC Net Operating Revenues

2e General Assessment .0025

-6zsQ Z4

$fl
to page line .A

FROM SRll SECURITIES INC FRX NO 310 551 1656 Feb 23 2012 ll43M P3

DETERMiNATION OF SIPC NET OPERTING REVENUES

AND GENERAL ASSESSMENT
Amounts or the tisai period

beginning __________ 2O
and ending ________ 20_

Eliminate cents

s..t2L jrg

2oc3


